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Subject: UGA Annexation Fiscal Impacts

DearMs. Stevens

Attached is oufinal report onthe results of ouanalysis of the fiscal impacts related to annexation of
the Cityo6s Ur.Wawant®rthanktydu andl alldleafffrom the City Departmerd for
their assistance and participation in helping us gatifermationand in discussing the various
issueslf there are additional changesamy questions, please feel free to contact me at (425) 867
1802 extension 228.

Yours very truly,
L 7
Peter Moy

Principal
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CHAPTERI: INTRODUCTION

I n conjunction with the AOne Community Around t h
examining the potential of annexirgeado thesouth andoutheast of the lake. In keeping with
Comprehensive Plan goal 2.9, the City must ensureaiivaxation can be accomplished in a fiscally
responsible manner while providing a high level of service for those annéaetetermine \wether

this annexation cabe accomplished within thiSity goal, the City of Lake Stevens retained FCS

GROUP to indepedently assess the financial viability of the potential annexakobB S GROUP 0 s
approach to the analysis involved the following:

Working with the City stafto develop the framework for the analysis,

Developing a forecasting model to analyze the revenndsapenditures for the various City
Funds, but primarily for the Cityds Gener al Fun

Researching various City and County documents and databases as well as other data sources to
develop assumptions and information used to devéllegorecasts,

Working with the City staff to identify the potential City costs associated with providing services
to the annexation areand

Reviewing preliminary results with City staff.

In addition to our research and analytical efforts, the Citf atao participated and provided cost
estimatesassociated with providing services to annexation aMd&swant to take the opportunity to
recognize thie time, participation, and effort devoted to the study.

CITY BACKGROUND

According to the Cityhemot o A One Community Around the Lakeo e
top-ranked school district, arttie City commitment to providing excellent services and amenities for
its citizens.The City government operates un@anayorcouncil systemThe Ci t yés 2015
Comprehensive Plastates thathe City of Lake Stevens is a rapidly growing community located
around the northern, westeand northeastern banks of Lake Stevens in central Snohomish County
and situatean a gently sloping terrace rising east from tlo®6l plain of the Snohomish River to the
foothills of the Cascade Mountains. The current city boundaries, established in De2&d®er

following a series of annexations between 2000 and 2009, encompass anappeogimately 5,760
acres (8.9 square milesymall pockets of unincorporated areasnprise the remainder of the Lake
Stevens Urban Growth Area (UGA) with an area of 2,a0s (3.4 square miles), including the
lake.According to the Planhe current Lake Stevens UGA providasficient capacityto

accommodate population and employment forecasts considemwigpnmental constraints, existing
development, infrastructure and services, exisiind/or planned transportation corridors and areas

‘:E) FCS GROUP www.fcsgroup.com



City of Lake Stevens, Washington UGA Annexation Fiscal Impacts
October2018 page2

where urban services could lgically extended. Beyonthe UGA, theCity and Snohomish County
have established a Rural Urb@ransition Area (RUTA) as a future planning area to accommodate
growth beyond the 2@ear planning horizon.

Because oflevelopment and annexat®ithe population of the Lake Steven®ajboth inside and

outside of the @y has been steadilycreasing since th€ity incorporated in 1960 when its

population was 900Thehousing stock is relatively newith significant portionf the housing

inventory built in each subsequent decathee incorporation. In 2014, thestimated population was

29,170. Snohomish County predicts the Lake Stevens p@ailation will grow by 5.5 percent

through 2035 to a population of 46,380c cor di ng to the Office80f Finan
population estates, the Citynow has population ofB3570.Thed t y6s pri mary devel or
is that ofaresidential suburban community.

THE URBAN GROWTH ANNEATION AREA

TheCityps | argest remaini ng WGA) maudes areawmtthk soatlmmie x at i on
southeast of the lake. The 2015 Comprehensive Plan shows three potential annexati@xhitgas.

2 shows a map of the different urban growth areas to be annExeégtermine the types of

properties as well as the assessed value of the differeag, greoperty data wasbtained fromhe

Snohomi sh Co u nffice. Acéosdm@tetlsed 58 6 8 sdata,thépropertycharacteristics

of thethree areaaredetailed in Exhibit 1Presently the entire area includes an estimate@l16
householddasedon the number of single family and multimily housing unitsUsing this data

along with averagbousehold sizeckr om Lake St evens Ghe@hoengioreeebesn si ve F
population isestimated aabout5,453 residentsAnnexing the entire areawouldine as e t he City
population by about 17%. The annexation area also has large areas of undevelopEle .

anticipates thatas many as 1,600 new honmsildbe developed in the annexation area

Additionally, the area currentligas 38 lanamiles of radway as well aabout$3.7 million in annual

taxable retail sales.

Exhibit 1
Select Metrics by Annexation Area
Area 1 Area 2 Area 3 Total
Retail Sales $862,930| $684,238| $2,139,431|$3,686,599
Roadway (Miles) 16 10 12 38
Population 1,854 1,735 1,864 5,453
Households 630 588 598 1,816
Acres of Vacant Land 20 50 15 85
Share of Vacant Land 23.6% 58.7% 17.6% 100.0%)
Share of Household Development 378 940 282 1,600
Development-Related Population Increase1,119 2,727 839 4,685
Total Population After Buildout 2,973 4,462 2,703 10,138

‘:E) FCS GROUP www.fcsgroup.com
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Exhibit 2

Map of Annexation AreasWithin the UGA
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CHAPTERIl: KEY ASSUMPTIONS

Because the City has three separate areas identifibe tdGA, the City wanted to analyteree
possible annexation scenarioBhe analysis uses a time period from 2018 to 2042three
scenarios involve the following:

Scenario 1 involves annexing all three areas,
Scenario 2 involves anrig only areas And 2 and,
Scenario 3nvolves annexing only areas 2 and 3.

In addition each scenariprovides a range of fiscal impactfer a no growthassumption and

potential buildout alternativeAs previously mentioned, the Cithas estimatethat the annexation

areas have the capacitydevelopl,600 new homesTo allocate the new development among the

three areas, the percentage of vacant land in eattteafeas was used to calculate the total number

of new homes in each area that will beveleped betweeB019 and 2042. The fiscal impact analyses
involved only the Cityds Gener al Fund and Street
estate excise tax and parks and transportation impact fees were also estimated.

KEY ASSUMPTIONS

To determine théscal impacts of each annexation scenario, a number of revenue and expenditure
assumptions were used to determine the revenues and expenditures associated with a scenario.
SeveralCity revenues and expendituredll be impacted by théhreeannexatiorscenarios.The

following analyses are based on these key assumptions which represent current City taxes, charges,
fees, and other revenuas well as different departmental expenditusased on th@017budget

There are also some general assumptions that are used to calculateeseaed expenditures. These
assumptions include the following:

The annual Seattle area consumer price if(@#) was used to inflateertaincosts and
revenues, and based on tieeentWashington Stat&conomic and Revendeor ec a st Counci
estimates, 3% was used for the period 262042.

TheForecasC o u n ¢ i Hafmnsannouabd wage indexas used to inflate salaries and the
percentage increases weslgghtly over 3%for the years 201:2042.

Benefit costs were annually adjusted at 5% per year.

A significant assumption in the fiscal analysis is thatGeneral Fungbroperty tax levy lid lift

will be needed by the City to support its current levels of service and that other revenues adjusted
for inflation will be able to support the current level of Seeg. Because property tax revenues

are limited to one percent growth per yeacept for those related to new constructithre City

‘:E) FCS GROUP www.fcsgroup.com
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might find that its current service levels are not sustainable because its costs might be increasing

at a faster rate thats revenueskor 2018, property taxes representy 26% of the total General

Fund revenuedAs a result, a levy lid lift or other tax increases might be needed sometime in the

future to maintain services unless other revenues, such as sales taxes, increase significantly. Any
future tax changes wil | fatdresrevenuesipact the annexat

At the start of the analysis, it was anticipated that the City might complete an annexation for
2019, and the analysis therefore starts in 2019. However, if the City delays the annexation, the
results of the analysis would still provideet City with the same relative conclusions except that
the amounts might b&lightly differentdue to inflation.

The following nmethodsand assumptions weresedto calculate thanticipated revenuand
expenditurampacts in the followinghapters

Operat ing Revenue Assumptions

Property Tax Revenue:Taxable popertyvalues for each of thtareeannexation scenarios were
based ordata fromtheés n o h o mi s h  C o 8 office/for Aaxlsaeea. T lwesedvalues served
as the baselinassessegroperty value for &h scenario and were increased by 3.1% annually,
thefive year average property value increase accordinbgd s s e s s o Fobtke dat a.
development scenarios, the additional property values from development were added to the
baselineassessed propertslue figuresand then theverall City property tax rates were
calculated. These rates were applied to the new taxable vallleannexation areas to calculate
property tax revenues.

Local Retail Sales Tax:Retail sales reports from Dunn and Bradstreeteanused to identify all
currenttaxable sales within each of thieree annexatioareas. Annualized retail sales figures

were multiplied by the totaCity sales tax rate currentlysedin Lake Stevens (0.95%) to

determine annual sales tax revenue addexhoh annexation scenaribis assumed that the
existing residents are already Fordevelapmemtut i ng t o
analysis, the average sales tax revenue generated per household was used to estimate additional
sales taxes fromhe added populatiotdowever,because we did not have an estimatsaiés

taxes from new constructiptheywere not included in the analysis.

Private Utility i Electric: This revenue source waalculated using 2017 budgeted revenue for
Lake Stevens ($39000) which is divided by the number of households in Lake Stevens for 2017
(11,492) which is $33.98erhousehold. This figure is multiplied by tlestimatechumber of
households in the ¢ e n aanniexatirs area.

Private Utility i Gas: This revenue soge was calculated using 2017 budgeted revenue for Lake
Stevens ($313,200) which is divided by the number of households in Lake Stevens for 2017
(11,492) which is $27.2perhousehold. This figure is multiplied by the number of househiolds

t he s c ennexation@réas

Private Utility i Telephone:This revenue source was calculated using 2017 budgeted revenue
for Lake Stevens ($610,200) which is divided by the number of people in Lake Stevens for 2017
(11,492) which is $53.10erhousehold This figure § multiplied by the number dfouseholdsn

the scenariobds annexation area

‘:E) FCS GROUP www.fcsgroup.com



City of Lake Stevens, Washington UGA Annexation Fiscal Impacts
October2018 pageb

Building Permits: Revenues from building permits were calculated by multiplying the number

of new units constructed in each annexation scenariobye Ci t y 6 s beiklihg mat e of
permitfees for a single family hom3,366.25). The average fee figure was inflated annually by
2.3%.

Other Licenses & FeesThis revenue source was calculatesing 2017 budgeted revenue for
Lake Stevens ($428,350) which is divided by the numbgreople in Lake Stevens for 2017
(31,741) which is $13.50erperson. This figure is multiplied by the number of peapléhe
scenari obs annexation area

Liguor -Beer Excise Tax:This revenue source was calculatesing a per capita revenue figure
providedby MRSC ($4.55 per person) which is multiplied by the number of peoplee
scenariobs annexation area

Liquor Control Board Profits: This revenue source was calculatesing a per capita revenue
figure provided by MRSC ($8.35 per person) which is miiggp by the number of peopla the
scenariobs annexation area

Other Charges for Service:This revenue source was calculatesing 2017 budgeted revenue

for Lake Stevens ($189,110) which is divided by the number of people in Lake Stevens for 2017
(31,741)which is $5.96perperson. This figure is multiplied by the number of peapléhe
scenariobs annexation area

Fines and PenaltiesThis revenue source was calculatesing 2017 budgeted revenue for Lake
Stevens ($156,100) which is divided by the numifgpeople in Lake Stevens for 2017 (31,741)
which is $4.92perperson. This figure is multiplied by the number of people in the annexation
areain the scenari.obs annexation area

Miscellaneous & Other: This revenue source was calculatesing 2017 budgetegvenue for
Lake Stevens ($80,370) which is divided by the number of people in Lake Stevens for 2017
(31,741) which is $2.5Berperson. This figure is multiplied by the number of peapléhe
scenariobs annexation area.

MVET i City Streets: This revenueource was calculatagsing a per capita revenue figure
provided by MRSC ($20.66 per person) which is multiplied by the number of peoiile
scenariobs annexation area

MVET City Streets i New Legislation: This revenue source was calculateing a pecapita
revenue figure provided by MRSC ($0.92 per person) which is multiplied by the number of
peoplei n t he scenari.obs annexation area

Expenditure Assumptions

Legislative and Executive Supplies and ServiceSupply expenditures were calculated using
2017budgeted expenses for Lake Stevens ($500) which is divided by the number of households

in Lake Stevens for 2017 (11,492) which is $0p@thousehold. This figure is multiplied by the
number of households in the scw®wesawereocatidatednnexat.i
using 2017 budgeted expenses for Lake Stevens ($120,225) which is divided by the number of
households in Lake Stevens for 2017 (11,492) which is $lledbousehold. This figure is

multiplied by the number of households inthe scenart6 s annexati on area.

‘:E) FCS GROUP www.fcsgroup.com
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CityClerk:Based on t he DeaputyCitysCleeksvill bemeetee at a eost of
$80,000.

Finance Based on the Cityds estimate, an Accountant

Law Enforcement Based on t h e, a@ditiongl pdice eficeérs willebé needeal
provide services to the annexation ar&ecording to the Citythe annual salary for Batrol

Officer is $77,600 ands $79,928for a Traffic Officer In addition, there are oA@me costs that
occur when dicers arehired, such as a vehiclg47,000)and other equipmerf$11,000) In

addition to police officer costs, other criminal justice costs including dispatch and jail costs are
also included and are calculated oRCd.7cost per capita basis at abodt3%per person.

In the development scenariosjstassumed thatdditionalpolice officers wouldheed to be added
as development occurs. To determine when these officers weeldto be added, the number of
officers to be added in each development sdenaas divided by the number of people currently
present in the area associated with that annexation scenario in order to determine a4tesidents
officers ratio.Whenthe population reaches the residetafficers threshold its assumed that

an officershould be added to the police force.

Planning & Building: Expenses for the Planning & Building Department wassumed tequal
the building permit revenue associated with development in the annexation scenario.

Street O&M Costs: This expenditure was tmilated using a $15,000 per mile average annual
street O&M expense provided @ity staff. FCS GROUP queried the Snohomish County GIS
Database to determine miles of streets in each annexation scenario and multiplied miles of street
in each scenario by $1@0 to determine street O&M Costs. In order to ensure the use of proper
inflation rates, FCS GROUP split the resulting figure between salaries, benefits and supplies
based on the split observed in prior Street Fund buddeshould be noted that additional street
mileage has not been addied the developmerdcenario.

Capital Expenditures: Currenty there are no planned capital expenditures for the UGA. The

City has mentioned that there have been some discussions about adding parks facilities in the
area, but the City has not specifically committed to any projects. Revenues from REET and from
impad fees will generate some funding for future City capital projeetsded to accommodate
growthand therevenueamounts argrovidedfor each scenaridn addition, if the City choses

to use voter approved levies or bonds, the annexation area residities @dntributing to these
funding alternatives through their property taxes.

Capital Funding Assumptions

Real Estate Excise Taxl ake Stevens has enacted the maximum Real Estate Excise Tax (REET)

rate of 0.5% of prices of property sales. Based on satmsds, FCS GROUP assumed that 5.5%

of the existing housing stock would be sold annually. Average home values obtained from the
Snohomi sh County Assessorod6s office were used to
annexation area had an assessed val$2@5,200. For the new homes being built, it is assumed

that the average new home would sell for $465,000. These metrics were used to determine annual
REET revenues for the annexation areas in the development scenario analyses.

The revenues from this taxeadivided into two categories. The first .25% can only be used on
capital projects that are |isted in the capital

‘:E) FCS GROUP www.fcsgroup.com
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The funds can pay for the costs associated witlpthiening, acquisitiongonstructon,
reconstruction, repair, replacement, rehabilitation, or improvewmiesireetsroads highways
sidewalks street and road lighting systenisaffic signals bridges domestic water systems
storm and sanitary sewer systeiparks;recreational facities, law enforcement facilitiedire
protection facilitiestrails, libraries administrative facilities, judicial facilities, river flood
control projectsandwaterway flood controprojects.

The second .25% can be spent on costs associateglaithng, acquisition, construction,
reconstruction, repair, replacement, rehabilitation, or improvement of streets, hagudsgays,
sidewalks, street and road lighting systems, traffic signals, bridges, domasticsystemsand
storm and sanitary sewer $gms, andn planning, constructiorreconstruction, repair,
rehabilitation, or improvement of parks.should be noted that this part of the tax cannot be
spent on acquisition of park land.

Park Mitigation Fee: Lake Stevens has implemented a Parks MitogaFee of #,155per single
family detached home permitted in the city limits. It was assumed that once building permits
were issued on the development of a new home in a given annexation alieaptetfees were
alsopaid. The revenue collection andmeline was based on the development schedule associated
with each of the annexation scenarios. Impact fees alspinflated annually based ahe

Seattle CPI

Traffic Mitigation Fee: Lake Stevens has implemented a Traffic Mitigation Febasfed orPM

Peak Hour Trip generated by a given developmEhné fees charged vary by annexation area

with a fee of $2,771 for annexation area 1 and $3,500 for areas 238n8e it is assumed that all
new development in each annexation scenario will be a single family detached homteghe la
ITE figure for PM peak hour generation for that land use type (1.02 trips) was applied as a
multiplier. It was assumed that once building permits were issued on the development of a new
home in a given annexation area that Impact Fees wer@aiddrevenue collection and

timeline was based on the development schedule associated with each of the annexation
scenarios. Impact fees were inflated annubldged orthe Seattle CPI

‘:E) FCS GROUP www.fcsgroup.com
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CHAPTERIII: SCENARIO 1 HSCAL IMPACTS

Annexation 8enario 1 assumdhat the City will annexall three areas being considered by @ity
of Lake StevensExhibit 3displaysa mapof Scenario 1.

Exhibit 3
Map of Scenario 1 Annexation Area
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ASSUMPTIONS

This annexation scenarrequires the mosesourcedecause it is thirgest area to bannexedand

will require significant expensés provide City serviceEExpenses begin in 2018 in order to hire
and train five police officers to assure that services will be available at the beginning of 2019, but
revenue c oltbegiountil @019Hdvweeers thié proposed annexation wélsogenerate

the mostrevenueover timecompared to the other two scenaridppendix A shows the specific
General Fund and Street Fufidancial details for this scenaridssumptionsand impactgor this
scenario include the following:

5,543residents and,816households are already present in the annexation area.

1,600 new single family homes are expected to be developed throughout the annexation area
between 2019 and 2042 at a rate of 67 ypéisyear.

There are 38nemiles of roadway in the annexation ardkn. additional miles have been added
in the development scenario because an estimate of the additional miles is not available.

In 2016 taxable retail salés the annexation aremere $3686,599 and thisfigureis inflated by
the overall assumed growth rate for @igy (2.34%) annually.

The City Cl emedddBeputyCityiClerkin 2019 at an initial cost of $80,000
annually which will be escalated basedtha assumedalarygrowth rate.

The City Finance Office will hire one position to handle the added workload associated with this
annexation scenario. One Accountant will be hired in 2019 at an initial cost of $90,000 annually
which will be escalated based the salary grath rate

Law Enforcement willadd several positionandeach will begin in mieR018to assure that the
staff will be available to provide service when the annexation occurs in 2019. The annexation
related expenses for law enforcement include:

y" Four patrolofficers in mid2018 at $77,600 annually which will be escalated annually based
the salary growth rate

y" One Traffic Officer in mid2018 $79,928 annuallyhich will be escalated annually based on
the salary growth rate

Yy Benefits for each of the five newfafers which begins at $33,000 annually in 2018. These
benefitswereescalatd based orthe benefit growth rate

y" Equipment which will cost $11,000 for each officer in 2018.
y" Three vehicles which will cost $47,000 a piece in 2018.

NO DEVELOPMENT SCENARIO

In this scenario, it is assumed that there will benewdevelopment in the annexation ar&xhibit 4
displaysthe General Fund revenues and expenditures associated with the annexation area. Expenses
begin in 2018 in order to hire and train police officetsile revenue collection begins in 2019.

Operating expensexme higher thamevenueghrougtout the analysis period. By 204Xpenses are
$725,535higher than revenueBecause the primary revenue source is property taxpsnéiture

‘:E) FCS GROUP www.fcsgroup.com
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growth rates quicklyputpace revenue growtlesulting in an increasinGeneral Fund deficit for the
annexation areand by 2042, the accumulated deficit is almost $8.3 million

Exhibit 4
Scenario 1General Fund Expenditures and Revenues

General Fund

$2.5

$2.0

$1.5

$1.0

Millions

$0.5

— T T T
SN N T SR VR SN R B B WSS SRR N B 2
A A I I I S I I T N R N O N
AT AT AT DT AT AT DT AT AT ADT DT AT AP DT AST AT DT ADT AT DT DT AT A AT A
= Revenues = Expenditures

City Street Fund

Exhibit 5 showsthe expenditurs and revenuganticipated foithe Street BEnd in this scenario.
Revenue sources for ti&treet Fundnclude property tax and populatidrasedrevenuegrom
Washington State. Since this scenario does not include new development, the pojnastion
revenue sources stay flat while the property tax element increases only margirth#yallowed one
percent Meanwhile,operatingcosts are increasing far more quickly themenuesBy 2042 the
annual deficit is about $726,800hese factors leatb a significanttumulativedeficit in street
operations and maintenance culminating in a negative fund balamt®of$11 million by the end
of 2042
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Exhibit 5
Scenario 1 CityStreet Fund Summary

Street Fund
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REET Fund

While this scenario does not incledewdevelopment, this annexation will mean that more

propertieswill be withinLa ke St evens©6 boun daesintheareailhbd subjacat pr op
toCi t Redl£state Excise Tak is expected that the addition of this area without developmen

would result in $5,026,700 in REET revenaner the 25 year pericgissuming a 5.5 % turnover rate.

DEVELOPMENT SCENARIO

In this scenario, it is assumed tliEvelopment in the annexation area will occur basethen
capacityestimates provided by Citgtaff. Exhibit 6 displays General Fund revenues and expenditures
associated with the annexation arA#&er the first three years afevelopmenttheGeneral Fund
analysisshowsthat the growth in populationhe property tax basand in additional salesxtes

generally results in revenues greater than the costs associated with providing the additional services
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Additional police officers are added in 2025, 2031, and 2@3ilting in operating deficits for those
years because of the otime costsIn 2042,the annual operating surplus is about $98,000, and b
2042, there is an overatumulative fund balancsurplus of about $62000.

Exhibit 6
Scenario 1General Fund Expenditures and RevenuegVith Development

General Fund
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City Street Fund

Exhibit 7 depicts the Streéd-und in Scenarid with development. While development helps reduce
the operating deficits in this scenario, expenditures are still significantly higher than revEmnees.
annualdeficitin 2042 is at $222,000.tAhe endof the analysisthe developmerdgcenarias about

$5 million less than in the no development scenario but still reaahkSicit ofover $.8 million by
the end of 2042.
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Exhibit 7
Scenario 1City Street Fund Summary With Development

Street Fund
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Impact Fees and REET

As in the no developmescenario, Real Estate Excise Tax revenues are calculated on property
which is already present in the annexation area while adding in the added value of additional
development. The new homes addiexn development not only add to the existing stdwlt dso
add more turnover. In additiothe new homesre also expected to be more expensive which
increases the REET basi&his scenario is expected to generate 8hZillion in REET revenue.
Additionally, new development in this scenario is expected torgéménpact fee revenue$9.4
million for Parks and $.7 million for transportation.
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CHAPTERIV: SCENARIO 2 HSCAL IMPACTS

AnnexationScenario 2ncludesthe annexation obnly the two northernmost areasareas 1 and 2,

being considered by theéity of

Lake StevensExhibit 8 displays themapof Scenario 2.
Exhibit 8

Map of Annexation Areas in Scenario 2

44th S1 NE

B At

\\\\\\
\\\

FE
H e,
L /’ e, Y
H H Lake Stevens 3,
i i ‘ N
H i i-‘(‘
Lomm oS
i j“j !
el _f "i
ot R =
i . I.!
L) N [
f Frons i
AL " i
P = LT — |
"
West Lake
Stevens
St's
by,
3
1
L R e

Sources: Esri, HERE, DeLorme, Intermap, increment P Corp., GEBCO, USGS,
FAD, NPS, NRCAN, GeoBase, IGN, Kadaster NL, Ordnance Survey, EsriJapan,

METI, Esri China (Hong Kong), swisstopo, Mapmylndia, @ OpenStreethdap
contributors, and the GIS User Community
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ASSUMPTIONS

This annexation scenarrequires slightly fewe€City resourceshan Scenario Jhut the majority of
the expenses and added pasi from Scenario 1 are present in this scenario too. This scenario
requires ondesspolice officer and slightly less roadway to maintaint revenues associated with
this scenario, especially property taxes, are significantly logpendix B shows thepecific
financial details for this scenarfor the General Fund and the Street Fulssumptions made in this
scenario include the following:

3,589 residents and 1,2bh®useholds are already present in the annexation area.

1,318 new single family homese expected to be developed throughout the annexation area
between 2019 and 2042 at a rate of 55 units per year.

There are 26anemiles of roadway in the annexation ardkn. additional miles have been added
in the development scenario because an estinfatee additional miles is not available.

UGA Annexation Fiscal Impacts

$1,547,168 of taxable retail sales occur in the annexation area during 2016, a figure inflated by

the overall assumed growth rate for the city (2.34%) annually.

The City Clerkos of fi Q@9 atanlinitial aost Dfes@01000yann@allyt y
which will be escalated based on observed salary growth rate.

Cl

The Cityd Einance Office will hire one position in order to handle the added workload associated

with this annexation scenario. One Accountant Wilhired in 2019 at an initial cost of $90,000
annually which wil be escalated based the salary growth rate.

The Law Enforcement Department will add several positions, and each will begin-20h&dto

assure that the staff will be available to pravikrvice when the annexation occurs in 2019. The

annexation related expenses for law enforcement include:

y" Four patrol officers in mie2018 at $77,600 annually which will be escalated annually based

on salary growthrate

y'  Benefits for each of thiour newofficers which begins at $33,000 annually in 2018. These
benefits will escal®e based on benefit growth rate

y" Equipment which will cost $11,000 for each officer in 2018.
y" Three vehicles which will cost $47,000 a piece in 2018.

NO DEVELOPMENT SCENARIO

In this scenariadt is assumed that there will be newdevelopment in the annexation ar&xhibit 9
displays General Fund revenues and expenditures associated with the annexatidkeaBxenario
1 expenses begin in 2018 in order to hire and train palitieers while revenue collection begins in
2019.Expenditures are higher than revenues in each year of the analysismandliture growth is
higherthan revenugrowthwhich increases the gap throughout thtre yearsin 2042 the
annexatiorare® amual GeneralFund ceficit is $791,836 As discussed above, expendituesseed
revenues and their growth rates quickly expand that gap waéalits ina rapidly growing General
Fund deficit. The Gener al Fundoés idnaedatvexce by
$10,711,846.
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Exhibit 9
Scenario 2General Fund Expenditures and Revenues
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City Street Fund

Exhibit 10showsthe expenditure and renge anticipated for the Streewfid in this scenario. As

with the prior no development scenario, revenue a@aifor theStreet Fundnclude property tax and
populatiorbasedshared revenudsom Washington State. Since this scenario does not include new
development, the populatidmased revenue sourcagainstay flat while the property tax element
increases ol marginally. Meanwhilepperatingcosts are increasing far more quickly thremenues
These factors lead to a significant defifit street operations and maintenance culminatingnin a
annual deficit of about $502,000 anaegative fund balance of7$ million by the end of 2042.
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Exhibit 10
Scenario 2City Street Fund Summary

REET Fund
While this scenario does not include new development, this annexation will mean that more
properties wil/l be within L aksales&the areanvidl be shbjpat ndar i

to Cityods Real tiEestimatedbatviitioatideveopreatxthis area REET revenue
would be about $31 million.

DEVELOPMENT SCENARIO

In this scenario, it is assumed that development in the annexadamal occur based otine

estimates provided by Cittaff. Exhibit 11 displays General Fund revenues and expenditures
associated with the annexationarea. k e t he no devel opment scenari o,
expenditures are greater than the annual neeenAlthough the annual operating deficit of $257,000

in 2042 is |l ess than the no devel opment scenari o
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